Does limited attention among investors affect stock prices? We compare the response of stock returns to earnings announcements on Friday, when investors are more likely to be inattentive, and on other weekdays. If inattention is a determinant of stock prices, we should observe less immediate response and more drift for Friday announcements. Indeed, Friday announcements have 20 percent lower immediate response and 60 percent higher delayed stock return response. The delayed response as a percentage of the total response is 60 percent on Friday and 40 percent on other weekdays. These differences are statistically and economically significant. A portfolio that invests in the differential Friday drift earns substantial abnormal returns. In addition, abnormal trading volume around announcement day is 10 percent lower for Friday announcements. The findings about returns and volume suggest that weekends distract investors temporarily. They support explanations of postearnings announcement drift based on underreaction to information caused by limited attention. These results also provide an explanation for the well-known fact that firms release worse announcements on Friday.
Introduction
Investors have a limited amount of time and cognitive resources to process information. Despite the intuitive appeal of limited attention, little evidence exists on the extent to which the quality of decision-making by investors declines in response to distractions. Incentives, information aggregation across investors, and arbitrageurs may eliminate the effects of limited attention.
We examine a decision where attention to new information plays a crucial role, the response to earnings surprises. We compare announcements that occur just before the weekend, on Friday, to announcements on other weekdays. If weekends distract investors and lower the quality of decision-making, the immediate response to Friday earnings surprises should be less pronounced. As investors revisit their decisions in subsequent periods, the information should eventually be incorporated in stock prices. As a result, the delayed response, measured by the post-earnings announcement drift, should be of greater magnitude for Friday announcements. If limited attention, instead, does not affect stock prices, the response to announcements should not differ for Friday and non-Friday announcements. This paper, therefore, addresses the debate on the explanation for the post-earnings announcement drift (Chan, Jegadeesh, and Lakonishok, 1996; Bernard and Thomas, 1989) . Behavioral explanations depend on disposition effect (Grinblatt and Han, forthcoming; Frazzini, 2006) , fluctuations in overconfidence (Daniel, Hirshleifer, and Subrahmanyam, 1998) , beliefs about mean reversion (Barberis, Shleifer, and Vishny, 1998), or underreaction to information due to cognitive limits (Hong and Stein, 1999) . Of the explanations in the literature, only underreaction to information makes the prediction that distractions increase the drift.
The paper proceeds as follows. In Section 2 we present a model of the response of stock prices to signals about earnings. In each period, a share of the agents is distracted and does not observe a signal regarding company performance. Given limits to arbitrage in the form of risk aversion, the distracted agents affect prices. A larger share of inattentive investors shrinks the immediate response and magnifies the delayed response of prices to the signals. Distraction, therefore, increases the post-earnings announcement drift. The combined response to the announcement, however, is not affected by the distracted investors. We also show that companies that maximize short-term share value release bad news on high-distraction days.
In Section 3, we characterize our sample of earnings announcements from January 1995 until June 2004. Since we analyze the difference between Friday and non-Friday announcements, the accuracy of the announcement date is critical. We devise a rule, based on newswire announcement dates, that identifies the correct announcement date from I/B/E/S and Compustat data with more than 95 percent accuracy. This rule can be used to improve the accuracy of the I/B/E/S announcement date for the period 1984-2004.
In Section 4, we evaluate the immediate, delayed, and long-term stock response to information by comparing the top and bottom quantile of the earnings surprise. The immediate stock response is 15 percent lower for Friday announcements than for non-Friday announcements. We find a similar attenuation using non-linear regressions for the whole sample. Conversely, the delayed response is 60 percent larger for Friday announcements. The combined long-term reaction is similar for Friday and non-Friday announcements.
We combine these findings in a summary measure that is displayed in Figure 2 . The delayed response as a percentage of the total response is 60 percent on Friday and 40 percent on other weekdays. According to the model, this implies that the share of distracted agents in the economy is at least 60 percent on Friday and 40 percent on other days.
We construct a portfolio to measure the differential post-earnings-announcement drift for Friday announcements. A trading strategy which purchases (long position) the Friday drift and sells (short position) the non-Friday drift earns abnormal returns in excess of 4 percentage points per month.
These findings are consistent with weekend distractions altering the investor response to earnings information. Individuals are more likely to underreact initially to Friday announcements. Eventually, investors become aware of the information they neglected and trade accordingly. The stronger delayed response (larger drift) reverses the initial underreaction.
If investors are more distracted on Friday, we also expect lower abnormal trading volume for Friday announcements. In Section 5, we find that the abnormal volume is indeed 10 to 20 percent lower for Friday announcements than for non-Friday announcements.
The stock return and volume results suggest that investors exhibit a lower immediate response to Friday announcements. Managers that maximize short-term value should respond by releasing worse announcements on Friday. The results in this paper, therefore, provide an explanation for the known findings of worse earning (and dividend) announcements on Friday (Penman, 1987; Damodaran, 1989; Bagnoli, Clement, and Watts, 2005 ).
In Section 6 we consider alternative interpretations of the findings. First, the slower response to Friday announcements may be due to mechanical differences between Friday and non-Friday announcements due to the extended trading stoppage or to a larger share of announcements made after the market is closed. However, the two-day break after Friday announcements should allow investors more time to respond and thereby reduce the underreaction. Moreover, during the sample period Friday announcements are less likely to be released after the market closes. Second, the slower response to Friday announcements may be caused by pre-announcement leakage of information. However, the stock returns during the 30 days before the announcement do not differ systematically for Friday and non-Friday announcements after conditioning on earnings news. Third, the slower response to Friday announcements could be due to systematic differences in the characteristics of companies announcing on Friday. While it is impossible to fully control for company heterogeneity, the results are robust to the introduction of time, market capitalization, and earnings surprise volatility controls.
The results in this paper are related to the literature on inattention in finance (Barber . From this standpoint, our key finding is that a distracting event increases the delayed reaction of stock prices to new information. This result supports the theory that momentum effects (Jegadeesh and Titman 1993) and post-earnings announcement drift (Chan, Jegadeesh, and Lakonishok, 1996; Bernard and Thomas, 1989) are caused by underreaction to new information due to cognitive constraints. In a related paper, Hirshleifer, Lim, and Teoh (2006) show that the response of stock prices to earnings news is delayed on days with more earnings announcements, a proxy of distraction. The evidence in our paper about the speed of information assimilation by weekday differs from the previous evidence on aggregate return and trading volume by weekday (French, 1980; Keim and Stambaugh, 1984) .
Finally, this paper is an additional example of a market response to a bias, in this case investor inattention. This is a long-standing theme in finance (Baker, Ruback, and Wurgler, forthcoming; DeLong et al., 1990; Shleifer, 2000) and it has more recently been applied to firm pricing (DellaVigna and Malmendier, 2004; ).
Model
We present a model of portfolio choice where all investors are exposed to a signal about next period's dividend, but the fraction of investors that pay attention to this signal varies by weekday. We use the noise trader framework (DeLong et. al., 1990 ) and allow managers to respond to investor inattention as in Hirshleifer and Teoh (2003) . The model differs from Hirshleifer and Teoh because managers cannot manipulate the signal itself. Instead, managers select the fraction of distracted investors by choosing the announcement date.
Setup. There is a continuum of investors on the interval [0,1] where a fraction 1 − μ t of investors observes the signal s t and a fraction μ t of investors does not. The manager releases news on low-attention days (μ t = μ l ) or high-attention days (μ t = μ h ), where 0 ≤ μ l ≤ μ h ≤ 1. The model analyzes an overlapping generations framework where the time interval for each period is a quarter of a year. Before the start of period t, the manager chooses to announce a signal s t about the next dividend when the share of distracted investors is either high or low. At the start of period t, investors choose the amount of wealth to be invested in both the risky and riskless assets. Attentive investors use the signal s t to make this decision, while distracted investors do not. The equilibrium price P t is determined by aggregating demand for the risky asset. At the end of period t, the risk regarding the dividend D t+1 is resolved and this dividend is paid to both types of investors. All wealth is then consumed.
Portfolio choice. At the beginning of quarter t, agent i invests λ i t units in the risky asset in order to maximize end-of-period wealth W i t . The risky asset has price P t , pays a risky dividend D t+1 before the start of period t + 1, and is in fixed supply. The dividend D t+1 is equal to δ + s t + ε t+1 where s t ∼ N (0, σ 2 s ) is the signal broadcast to the public before the start of period t and ε t+1 ∼ N (0, σ 2 ε ) is the random component that is unknown until the end of period t. We assume that s t and ε t are contemporaneously independent and are drawn identically and independently across periods. The riskless asset has a price normalized to 1, a gross return of 1 + R every period, and is in perfectly elastic supply. We define E i t [.] and σ 2 i,t,(.) as the conditional expectation and variance operators respectively using the information available to individual i. For example, the expected dividend for attentive investors (where
Each investor has a quadratic utility function with risk aversion parameter γ > 0. The i th individual solves
Hence, the demand for the risky asset is
Equilibrium. We impose the market clearing and transversality conditions to solve for the equilibrium price.
where
, and η = prob(μ t+s = μ h ). Since b t increases with the fraction of distracted agents, inattention makes prices less responsive to signals.
Response to signal. We derive measures of the immediate and the delayed response of the stock price to the signal. Define the dollar excess return from t − 1 to t as Z t = P t + D t − (1 + R)P t−1 . The abnormal return from t − 1 to t is the change in expected returns due to new information. This abnormal return incorporates two sources of new information: the signal s t and the unexpected dividend
Since the second component is unrelated to the signal, we define the immediate response to the signal as
The excess return for the second period (t to t + 1) is Z t+1 . The change in the expectation for this excess return caused by the signal is 
is a linear function of the signal s t , with slope coefficient b t . The slope b t is increasing in the share of distracted investors μ t and is equal to zero if μ t = 0. (iii) The long-term response E t [LR t+1 ] is a linear function of the signal s t , with slope coefficient 1/ (1 + R). The slope 1/ (1 + R) is independent of the share of distracted investors μ t .
A larger fraction of distracted agents lowers the immediate response and increases the delayed response. The long-term response, however, does not depend on the share of inattentive investors. We consider a summary measure for the delayed incorporation of news into stock prices. Let s A and s B be signals of different quality where s A > s B . We define the delayed response ratio as the ratio of the differential delayed response to the differential long-term response:
Corollary 1. (i)
The delayed response ratio DRR t equals b t (1 + R). (ii) DRR t is increasing in the share of distracted investors μ t and is equal to zero if μ t = 0. (iii) DRR t provides a bound on the share of distracted investors: μ t ≥ DRR t .
On high-distraction days a greater fraction of the long-term response is delayed. If there are no distracted investors, the delayed response ratio is zero. We use the bound μ t ≥ (1 + R) DRR t in Section 4.
Manager optimization. The manager of the firm can announce the signal on a highdistraction (μ t = μ h ) or a low-distraction day (μ t = μ l ). Long-term managers maximize the expected long-term price E t [P t+1 ] and short-term managers maximize the current price E t [P t ] = P t . We also consider managers that commit ex ante to always release the signal on a high-distraction day or on a low-distraction day. Proposition 2. (i) Managers that maximize long-term value are indifferent between μ l and μ h . (ii) Managers that maximize short-term value choose μ t = μ h whenever
Managers that commit to a simple announcement strategy always choose μ t = μ l .
Since the long-term price is independent of the release decision, long-term managers are indifferent between μ t = μ l and μ t = μ h .Short-term managers release on high-distraction days whenever the signal is sufficiently negative. This threshold rule implies that the average signal s t released on high-distraction days is worse than the average signal s t released on low-distraction days. Therefore, the average immediate response IR t is lower on highdistraction days. Managers that commit to a simple announcement strategy always announce on low-distraction days in order to minimize the risk premium. Proposition 2(ii) indicates that inattention is an explanation for the known finding that earnings and returns surrounding earnings announcements are lower for Friday announcements than for announcements on other days (Penman, 1987; Damodaran, 1989; Bagnoli, Clement, and Watts, 2005 ).
Data and summary statistics
Data. Our sources of earnings data are I/B/E/S and Compustat. We use the quarterly earnings announcements from I/B/E/S for which at least one analyst forms an earnings forecast in the 90 days before the announcement. We restrict the sample to announcements that have stock return data in CRSP and are reported in both I/B/E/S and Compustat with a difference of at most 5 calendar days between the reported announcement dates. The resulting sample includes 202,933 announcements during the period January 1984-June 2004.
We construct a measure of the announcement date using the reported Compustat and I/B/E/S dates. In order to quantify the accuracy of these dates, we randomly select 2,601 earnings announcements for the period 1984 to 2003 and use Lexis-Nexis to search the announcement date in the PR newswires. We look for the function of the Compustat and I/B/E/S dates that matches the newswire date most accurately. We oversample announcements that occur on Friday according to I/B/E/S. The results of the search (available upon request) suggest that the optimal imputation rule for the date differs for three categories of announcements:
1. I/B/E/S and Compustat announcement dates differ. In the case of disagreement, the earlier date is usually the actual date of the announcement, and the later date is the date of publication in the Wall Street Journal. We impute the date to be the earlier one.
2. Before January 1, 1990: I/B/E/S and Compustat announcement dates agree. In this case, most announcements are recorded using the Wall Street Journal date in both data sets. We assign the announcement date to be the previous trading date. 3 . After January 1, 1990: I/B/E/S and Compustat announcement dates agree. During this time period, the announcement date is usually from a newswire source. We impute the date to be the I/B/E/S and Compustat date.
After applying these rules, we measure the accuracy of the imputed announcement date (Appendix Table I ) for Friday and non-Friday announcements. Before 1995, a high number of earnings announcements were recorded with an error of at least one trading day. In addition, the errors are more common for Friday announcements than for non-Friday announcements. During the more recent years, the accuracy of the earnings date has increased substantially, and is almost perfect after December 1994. For the purposes of this paper, even a one-day error in the date is important, since it would lead to a misclassification of Friday announcements. In light of this evidence, we limit the analysis to the 127,099 earnings announcements taking place after 1994. In this period, the imputed earnings announcement date is correct more than 95 percent of the time for both Friday and non-Friday announcements.
As a measure of investor expectation, we use the consensus analyst forecast from I/B/E/S. The consensus forecast is defined as the median forecast among all the analysts that make a forecast in the last 30 calendar days before the earning announcement. If an analyst has made multiple forecasts in this time horizon, we use only the most recent one. 1 We define the earnings surprise as the difference between the earnings announcement and the consensus earnings forecast, normalized by the price of a share (Kothari, 2001) . Let e t,k be the earnings per share announced in quarter t for company k andê t,k be the corresponding consensus analyst forecast 2 . Further, indicate by P t,k the price of the shares of company k five trading days before the announcement in quarter t. The earnings surprise s t,k is
We match the announcement dates with information on stock returns and trading volume from CRSP. We construct cumulative abnormal returns for different windows around the announcement date. Define R τ,k the stock return of company k on day τ and R τ,m the market stock return on day τ . We obtainβ for company k in quarter t from the regression R u,k = α t,k +β t,k R u,m for days u from τ −300 to τ −46, where τ is the date of the announcement in quarter t. The buy-and-hold abnormal return R 3 We drop observations with a missing earnings surprise (5,718 observations), or in which the earnings announcement e t,k or the earnings forecastê t,k are larger in absolute value than the price of a share P t,k (173 observations). We also eliminate penny stocks (748 observations) as well as announcements on Saturday, Sunday, or holidays (228 observations). Finally, we exclude observations with returns in the top and bottom 1/10,000th of the distributions for R (Table IA) . The model can explain the small share of announcements on Friday-firms that commit to an announcement schedule never commit to announcements on a high-inattention day (Friday).
In Table IB we present summary statistics for the 6,987 Friday announcements (Column 1), and for the 114,394 non-Friday announcements (Column 2). Firms announcing on Friday have 26 percent smaller market capitalization. Friday announcements are more prevalent toward 1 The results are similar if we use the average forecast as a measure of consensus forecast or if we use analyst forecasts over a shorter (15 days) horizon. 2 The measure of earnings per share in I/B/E/S reflects capital structure changes. In order to make the units of the earning announcements and forecasts comparable with the units of the price data P t,k , we apply the adjustment provided by I/B/E/S. Since the adjustment factor is stored as a truncated number, the resulting variables e t,k andê t,k have fractional cents. We round the earning per share measure e t,k to the nearest cent and the earnings forecastê t,k to the nearest half cent. 3 The results in the paper are similar if we use raw returns or net returns.
the beginning of the sample period. In general, 62.33 percent of announcements occur in the first month of the quarter (January, April, July, and October), 29.49 in the second month, and only 8.19 percent in the third month. Friday announcements are more likely to occur in the second or third month.
We include measures of corporate governance for a subset of firms. To the extent that poor governance is correlated with short-term value maximization, we expect Friday announcements to be more likely for poorly-governed firms. Indeed, firms making Friday announcements are less likely to have a block-shareholder (Cremers and Nair, forthcoming), and more likely to have poor governance (Gompers et al., 2003) , although the latter difference is not significant. Columns 4 and 5 present the summary statistics for companies with 10 to 90 percent of their announcements on Friday. This criterion excludes companies that rarely announce on Friday (97,381 observations) or that almost always announce on Friday (178 observations). In the remaining sample of 23,822 announcements, the summary statistics for announcements on Friday (Column 4) and other weekdays (Column 5) are substantially closer. The controls for month and market capitalization are no longer significantly different, and the difference in the average year of announcement is reduced to less than three months. This subsample, labelled Homogeneous Sample, addresses to some extent the concern that companies announcing on Friday may have unobservable features that differ from companies announcing on other days.
Stock return response
In this Section, we examine the responsiveness of stock returns to earnings surprises at various horizons. We compare the responsiveness for announcements on Friday to the responsiveness for announcements on other weekdays. If the fraction of distracted investors is higher on Friday, there should be less immediate response to Friday announcements, followed by more delayed response; the total long-term response should be unchanged (Proposition 1). The fraction of the stock reaction occurring with delay should be higher for Friday announcements (Corollary 1). We present graphical evidence, followed by an analysis of top and bottom earnings quantiles including delayed response ratios, and by non-linear regressions. Finally, we analyze the portfolio returns for a strategy that exploits the difference in drift between announcements on Friday and other weekdays.
Graphical evidence
To measure announcement quality, we divide announcements into 11 bins, ordered by the earnings surprise s t,k . Negative earning surprises are in Quantiles 1 through 5, followed by zero surprises (Quantile 6), and positive surprises (Quantiles 7 though 11). The thresholds for the bins are set separately for each year to guarantee an equal number of non-Friday announcements for bins 1 through 5 and for bins 7 through 11. Since positive surprises are twice as common as negative surprises, bins 7-11 have twice as many observations as bins 1-5. Within each bin, we separate the Friday announcements from the non-Friday announcements. 4 The Panel at the bottom of Figure 1e reports the average earnings surprise s t,k within each quantile for the Friday and the non-Friday announcements. The within-quantile average earnings surprise is very similar for Friday and non-Friday announcements. The only exception is Quantile 1, where the average surprise for Friday announcements is ten percent lower than for non-Friday announcements.
Immediate response. In Figure 1a we display the immediate response of stock returns, R is the return from the close on the trading day before the earnings announcement to the close on the trading day after the earnings announcement for stock k in quarter t. This measure captures the short-term response to announcements made during trading hours and announcements made after the market is closed. 5 Compared to announcements on other days, the responsiveness of stock prices to earning surprises is substantially flatter for Friday announcements. Interestingly, most of the underreaction occurs for positive announcements: companies with positive announcements on Friday are significantly penalized initially. However, even for negative announcements there is less initial reaction on Friday: stock returns for quantiles 1 through 5 are less negative for Friday than for non-Friday announcements.
Delayed response. In Figure 1b we display the delayed reaction of stock returns, R (2,75) t,k , to the earnings announcements. In the non-Friday sample, positive earnings surprises are followed by positive returns in the period subsequent to the announcement, and the pattern is increasing in the magnitude of the surprise. Negative surprises are followed by negative delayed returns, but the magnitudes are smaller. In the Friday sample, the delayed response to positive surprises follows a similar pattern to the one in the non-Friday sample. In addition, there are large negative returns for the most negative surprises. Considering both positive and negative surprises, Friday announcements exhibit more delayed response.
Long-term response. In Figure 1c we display the total response of stock return, R 
Top and bottom quantiles
To quantify the graphical findings, we examine the stock response to very positive earnings news (top quantile) and very negative news (bottom quantile). We compare the immediate, delayed, and long-term sensitivity for Friday and non-Friday announcements. The OLS specification is
denotes the abnormal stock returns for company k in quarter t between h days before the announcement and H days after the announcement. The sample includes only observations in the top quantile(s) (d ). Distracted investors react less to news initially, and more afterwards. Specification (4) allows the stock response to depend on a set of control variables X t,k . For example, the responsiveness of stocks to earnings news may be correlated with company size if profit shocks are more permanent for larger firms. Similarly, the responsiveness may have increased with time if earnings disclosure regulation decreased the pre-announcement leakage of information. We include indicators for year of announcement, as well as 10 step functions for market capitalization. The indicators for market capitalization are constructed from log(p t,k n t,k ) − P K k=1 log(p t,k n t,k )/K, that is, log market capitalization for company k in quarter t minus the average market capitalization for other companies making announcements in the same quarter. We also include month indicators to control for differences in return sensitivity across quarters and within a quarter (early versus late releases). Finally, in some specifications we also control for earnings surprise volatility. Each year, we sort announcements into deciles using the company's earnings surprise standard deviation during the previous 4 years, requiring a minimum of 4 observations. Each control (if included) is also interacted with the indicator variable for the top quantile (or top two quantiles). Standard errors are clustered by day of announcement to control for correlation of returns on the same day.
Immediate response. Table IIA presents specification (4) with the immediate stock return R Delayed response. In Table IIB we estimate specification (4) with the delayed abnormal stock performance R is marginally significant with controls (Columns 2 and 3) and significant in the Homogeneous Sample (Column 4). In this latter sample, the Friday drift is 124.6 percent larger than on other weekdays. Finally, the estimates using announcements in the top 2 and bottom 2 quantiles (Columns 5-6) resemble the estimates obtained using only the top and bottom quantile.
Long-term response. In Table IIC we measure the impact on long-term returns R Summary. Stock prices respond less to Friday earnings surprises than to non-Friday earnings surprises in the immediate period (0,1), though this effect is not significant in the Homogeneous Sample. In the later period (2,75), stock prices respond more to Friday earning surprises. Summing these two effects in the event window (0,75), there is no significant differential long-term effect of Friday announcements. These patterns are consistent with the predictions of the model if more investors are inattentive to the information released on Friday. For Friday announcements, inattention leads to less initial response, followed by more delayed response, as investors become aware of the neglected information.
Delayed response ratio
We implement a unified test of the model, suggested by Corollary 1 7 , in Table IID and Figure 2 . We compute the share of the total stock response to announcements (R ). We then test whether the delayed response ratio (DRR) is higher for Friday announcements. There are two advantages of this methodology: (i) it controls for heterogeneity in the long-term reaction for Friday and non-Friday announcements by renormalizing with the long-term reaction; (ii) it offers an easily interpretable measure of the delay that provides a lower bound on the share of inattentive agents.
We compute numerator and denominator of DRR as the difference in the average cumulative abnormal returns between the top and bottom quantile. The measure for non-Friday announcements is
where φ (Tables IIB and IIC) . The standard errors are derived using the Delta method. In the specification without controls (Column 1), 43.80 percent of the top-to-bottom stock response is delayed. The results are remarkably similar with controls (Columns 2 and 3) 8 , in the Homogeneous Sample (Column 4), and using the top 2 and bottom 2 quantiles (Columns 5-6). For these different specifications, the average DRR lies between .35 and .44.
Similarly, we compute the delayed response ratio for Friday announcements:
In the benchmark specification (Column 1), 62.87 percent of the top-to-bottom response on Friday occurs with delay (DRR F = .6287). Compared to the delayed response ratio of .4380 on other weekdays, Fridays have an additional 19 percentage points of delayed reaction, an economically and statistically significant difference. The controls (Columns 2 and 3), the Homogeneous Sample (Column 4), and the top 2 and bottom 2 quantiles (Columns 5 through 6) have little effect on the results. Even in specifications for which the initial reaction or the delayed reaction are not significantly different (Table IIA and IIB) , there is a significant difference in the delayed response ratio for Friday and non-Friday announcements, as summarized in the first four samples in Figure 2 .
These results provide a lower bound for the share of distracted agents. Using Corollary 1.(iii), the estimates for DRR NF and DRR F imply that the share of distracted agents μ t is larger than 0.4 for non-Friday announcements and larger than 0.6 for Friday announcements. Quantitatively, inattention appears to be substantial.
To estimate whether the findings depend more on the response to positive announcements (top quantile) or negative announcements (bottom quantile), we compute the delayed response ratio separately for the Top and Bottom Quantiles (last two samples in Figure 2 ). The numerator and denominator of DRR are estimated using the difference between average returns in quantile j and average returns in quantile 6. Friday announcements have higher delayed response ratios for both quantiles, compared to non-Friday announcements. For quantile 1, the Friday ratio (0.4133) is more than twice as large as the non-Friday ratio (0.1772). For quantile 11, the Friday ratio (0.6846) is 35 percent larger than the non-Friday ratio (0.5063).
Summary. For non-Friday announcements, 35 to 44 percent of the stock response is delayed. For Friday announcements, this figure is 55 to 64 percent. According to the model, these figures provide a lower bound for the share of distracted agents. The substantially higher delayed response ratio for Friday announcements is consistent with increased distraction postponing investor response on Friday. This pattern is observable both for positive and for negative surprises, although the results are less precise for negative surprises.
Non-linear regressions
In the OLS regressions above, we have restricted the attention to very positive and very negative earnings news. While this approach is simple and non-parametric, it does not take advantage of all available information. In order to use all the data, we impose identification restrictions on the relationship between earnings surprises and stock returns. We focus this Section on the immediate stock response R as a function of the average earnings surprise s t,k by quantile. The relationship between returns and surprises is monotonic but highly nonlinear, with a clear S-shape (Kothari, 2001 ). The responsiveness of stocks to earnings surprises declines the larger the absolute value of the earning surprise. This non-linearity is consistent with the model if the measurement error of the earnings surprise is increasing in the magnitude of the surprise or if the cashflow news embedded in large earnings surprises is less persistent.
A second feature of Figure 1e is that the sensitivity to announcements on Friday is approximately proportional to the sensitivity on other days. Given these two features, we impose a proportionality restriction, while allowing for a non-linear shape of returns to earnings announcements. We estimate the non-linear regression:
9 Unfortunately, for the delayed response R (2,75) t,k a proportionality restriction like the one that we apply for
is not consistent with Figure 1b .
The coefficients α j capture the average immediate stock return for non-Friday announcements in quantile j (d j t,k = 1) relative to quantile 6 (no surprise). The coefficients α j + α 6 , therefore, correspond to the average returns for quantile j in Figure 1a . The coefficient φ F is the proportional increase (or decrease) in the return responsiveness for Friday versus non-Friday announcements. We impose a similar proportionality restriction for the standard set of controls, where C is the set of year, month, and size indicators.
Column 1 in Table III presents the results of specification (7) without control variables on the full sample of 121,381 observations. The R 2 of .0514 is substantially higher than the R 2 of .0085 for a piece-wise linear specification R (0,1)
The coefficients α j (not shown) are monotonic in the surprise quantile j, mirroring the patterns in Figure 1a . The relationship between earnings surprises and immediate stock returns is 18.74 percent flatter for Friday announcements (φ F = −.1874). The effect is precisely estimated and consistent with the finding of an 18.6 percent lower immediate response for the extreme quantiles (Table IIA) . With controls (Column 2), the immediate stock reaction is 16.33 percent flatter for Friday announcements (φ F = −.1633), a significant difference. The results are similar when we also control for earnings surprise volatility (Column 3). When we allow for a different response on each weekday, the immediate stock response is significantly different (lower) only for Friday announcements (not shown).
We consider an alternative functional form employing the inverse tangent (arctan) function (Kothari, 2001 ) instead of a step function as in (7):
This function produces the S-shaped pattern evident in Figure 2b with only three parameters (φ 0 , φ 1 , and φ 2 ). In addition, the parameter φ pos permits a different sensitivity to positive surprises (d pos ) relative to negative surprises. In this specification (Column 4), the R 2 is slightly higher than the R 2 for the baseline specification with controls (Column 2), even though the arctan function has 5, rather than 12 earnings surprise parameters. The immediate stock returns are 22.24 percent more responsive to positive surprises than to negative surprises (φ pos = .2224) possibly reflecting accounting conservatism. Most importantly, this responsiveness is 15.52 percent flatter for Friday announcements (φ F = −.1552), a significant effect similar to the baseline estimate of 16.33 percent.
In the Homogeneous Sample (Column 5), stock returns in the short-run respond 12.52 percent less to Friday earning surprises than to non-Friday earning surprises. Given the smaller sample, the result is less precisely estimated and only marginally significant, but the point estimate is similar to the baseline estimate from the whole sample. To remove the effect of potential earnings surprise outliers, we replicate the specification in Column 2 after excluding earnings announcements in the top and bottom quantile (Column 6). The immediate stock response to Friday announcements is still significantly flatter than the response on other days.
Summary. Friday announcements are associated with a 12 to 21 percent lower response of stock prices in the two days surrounding the announcement. These results are not sensitive to the introduction of controls or specification modifications, and are consistent with the results obtained using only the top and bottom quantile (Table IIA) . The decreased initial response fits the hypothesis that Friday and the weekend temporarily distract investors. 11 
Portfolio returns
The post-earnings announcement drift is substantially larger for Friday announcements than for non-Friday announcements. As an alternative measure of this differential drift, we present the returns to a portfolio that buys the Friday drift and sells the drift on other weekdays.
We analyze a monthly strategy from January 1995 to June 2004. The non-Friday drift portfolio for calendar month t purchases companies that, in month t−1, made an announcement on a non-Friday in the top quantile; the portfolio sells short companies that, in month t − 1, made an announcement on a non-Friday in the bottom quantile 12 . Therefore, the return for the non-Friday drift portfolio is R D NF = R 11 NF − R 1 NF , where the returns refer to calendar month t. The average non-Friday portfolio includes 170 stocks per month (115 long positions and 55 short positions). We compute monthly portfolio returns by equally weighting the relevant individual stock returns. 13 Figure 3 shows year-by-year the average monthly return of this portfolio, which is between 0 to 2 percent.
We construct a Friday drift portfolio for month t following a similar procedure except that we consider only companies that made an announcement on Friday during the previous month,
The average Friday portfolio includes 15 stocks per month (8 long positions and 7 short positions). The average monthly return for this portfolio is higher, approximately 6 percent per month (Figure 3 ), but more volatile given the smaller number of companies making Friday announcements. Nevertheless, in 8 years out of 10 the Friday drift portfolio has higher returns than the non-Friday drift portfolio, and it performs substantially worse only in 11 We would like to test whether the decrease in the initial response occurs mainly on Friday, before the weekend, or on Monday, after the weekend. However, this test requires that the fraction of announcements taking place after market close be similar for Friday and non-Friday announcements. Unfortunately, in recent years Friday announcements are significantly less likely to occur after hours (Bagnoli et al., 2005) , making a direct comparison impossible. 12 An announcement is part of the portfolio in month t if the second trading day after the announcement is in month t − 1. We compute the breakpoints for the 11 quantiles with the procedure described in Section 4.1, except that we use the breakpoints from the prior calendar year. This guarantees that the portfolio selection does not use any forward-looking information. If there are no stocks for a constituent portfolio, then that month is excluded from the performance analysis. 13 Value-weighting the returns within the constituent portfolios yields similar results.
one year.
In Table IV , we evaluate a monthly portfolio that purchases (long position) the Friday drift portfolio and sells (short position) the non-Friday drift portfolio,
We control for market performance by regressing the series on the CRSP value-weighted stock index, net of the one-month Treasury rate. The standard errors are corrected for heteroskedasticity and autocorrelation using the Newey-West estimator with 6 lags 14 . The portfolio earns a significant monthly abnormal return of 4.38 percent (s.e. 1.33, Column 1). The estimated abnormal return increases somewhat if we include the size, bookto-market, and momentum factors (Column 2). While the magnitude of this effect seems implausibly large, we cannot reject a 1.8 percent monthly abnormal return, which is consistent with the estimated differential drift of 3.8 percentage points over 3 months (Table IIB) .
One explanation of these results is that Friday announcements in the bottom and top quantiles have more extreme surprises, and that more extreme announcements display more drift. To address this explanation, we match announcements on the earnings surprise. For each Friday announcement in the bottom (top) quantile, we find the five non-Friday announcements in the same quantile and month with the closest earnings surprise, subject to the constraint that the non-Friday surprises must be larger in absolute value. 15 The latter requirement guarantees that the differential drift results are not driven by the presence of more extreme news in the Friday portfolio. The portfolio formed according to this procedure (Column 3) earns a monthly return of 6.35 percent that is somewhat larger than the return of the baseline portfolio (Column 2).
The abnormal returns are smaller (but still significant) if we compute the portfolios using the top 2 quantiles and the bottom 2 quantiles (Column 4). As in Table IIB , the differential Friday drift is smaller for these less extreme announcements. The portfolio return is lower (2.14 percent), albeit still significant, if we include companies that made announcements in months t − 1 or t − 2, rather than just in month t − 1 (Column 5). Finally, in Column 6 we determine the top and bottom groups by sorting the announcements into deciles instead of quantiles. The average return of the strategy, 3.62 percent, is significant; while the return is lower than for the quantile-based procedure (Column 2), the significance level is in fact higher. The lower average return is not surprising because the decile approach selects less extreme announcements in the bottom group.
Summary. We detect significantly higher portfolio returns from a drift strategy on Friday announcements than on non-Friday announcements. The differential return is generated largely 14 The results do not change qualitatively if the lag length for the Newey-West standard errors is 12. 15 If there are fewer than five non-Friday announcements with more extreme earnings surprises than a specific Friday announcement, the returns of the stocks with these non-Friday announcements are overweighted appropriately. Friday announcements that can not be matched to at least one non-Friday announcement with a more extreme earnings surprise are excluded from the analysis.
in the first month after the announcement. The direction of the results is consistent with the findings in Table IIB , with larger point estimates.
Volume response
The immediate stock response to Friday earnings announcements is substantially lower than for non-Friday announcements. If this difference is caused by investor distraction, we expect a similar attenuation of trading volume in response to Friday news, because trading is the mechanism that causes prices to adjust. 16 If the difference is instead driven by a higher dispersion of opinions for Friday announcements, we expect greater abnormal volume, rather than less, after Friday announcements.
The measure for abnormal volume is
where V τ t,k is the value of the shares traded on the τ -th trading day after the earning announcement in quarter t of company k. The measure ∆v at various horizons. For non-Friday announcements, the abnormal volume increases to 45 percent on the day of the announcement, to 58 percent on the next trading day, and then it decays slowly. A week after the announcement, the trading volume is still 12 percent higher than normal. The abnormal volume for Friday announcements is 10 percent higher compared to non-Friday announcements on the announcement day, and 40 percent lower on the next trading day. During the subsequent days, abnormal volume is similar for Friday and non-Friday announcements.
The main difference between Friday and non-Friday announcements occurs during the day of and the day after the announcement. Abnormal volume ∆v t,k need to be considered together because the share of after-hour announcements is lower on Friday, as discussed in Section 4.4) Our interpretation of this finding is that the weekend distracts investors. This interpretation also suggests why the difference between Friday and non-Friday announcements mostly disappears by day τ + 2. Two offsetting forces are at work. On the one hand, some of the investors that have been distracted by the weekend are still not trading. On the other hand, other investors trade to respond to the underreaction after the weekend.
Regressions. We test whether the finding of lower abnormal volume ∆v announcements is affected by adding control variables. We run the OLS specification
The terms d j t,k are indicators for earning surprises s t,k in the j-th quantile, with quantile 6 (s k,t = 0) as the omitted category. The control variables X t,k , as usual, are month, year, and size indicators, as well as earnings surprise volatility indicators in one specification. Without controls (Column 1 of Table V), the Friday coefficient is negative and significant,φ F = −.1052. Compared to the average immediate volume increase on non-Fridays, .5161, the abnormal volume increase on Friday is .1052/.5161 = 20.3 percent lower. With controls (Column 2), the Friday effect is larger (φ F = −.1243).
In Column 3 we introduce firm fixed effects to control for any company-level difference in abnormal volume. Some of the Friday effect appears to be due to heterogeneity in abnormal volume among firms, but the remaining effect (φ F = −0.0480) is still large and significant. The 9.3 percent attenuation of abnormal volume for Friday announcements (.0480/.5161 = .0093) is similar to the 12 to 20 percent flattening of short-run stock returns (Tables IIA and  III) . We include firm fixed effects in the subsequent specifications. The results are similar after controlling for earnings surprise volatility (Column 4) and in the Homogeneous Sample (Column 5).
Since the attenuation of abnormal volume for Friday announcements could be explained by lower aggregate market volume on Monday, we introduce a control for aggregate volume 17 . (Of course, the inattention hypothesis predicts that aggregate volume should be lower on Friday and Monday.) After controlling for abnormal aggregate volume, the Friday effect is lower but still significant (Column 6).
Summary. Short-term abnormal volume is significantly lower for Friday earnings announcements, even after controlling for announcement quality, control variables, and firmspecific variation. The Friday effect in abnormal volume is of the same order of magnitude as the Friday effect in immediate returns. The volume results are consistent with the hypothesis that investors underreact initially to information released on Friday.
Alternative explanations
In this Section we consider four alternative explanations of the findings, information processing time, pre-announcement release, announcement delay, and firm heterogeneity. We also discuss an attention-related interpretation that is inconsistent with the data.
Information processing time. The mechanics of Friday and non-Friday announcements differ. First, Friday announcements in the 1970s were more likely to be made when the market was closed (Patell and Wolfson, 1982) . Second, Friday announcements are followed by a twoday break in trading. For both reasons, investors have a different amount of time to process Friday announcements. However, these factors bias the analysis against finding underreaction. During our sample period, Friday announcements are less likely to be released after the market is closed (Bagnoli et al., 2005) . (This explains why more of the volume response for Friday announcements occurs on the same day instead of the next day- Figure 4) . Moreover, the two-day break in trading allows investors more time (not less) to assimilate new information.
Pre-announcement release. Companies release in advance the date of the earnings announcements. In the event of poor performance, companies may also issue earnings warnings. These pre-announcement releases could explain the lower immediate reaction of stock prices to Friday announcements. Assume that firms announcing on Friday are more likely to issue earnings warnings. Additionally, the decision to announce on Friday, itself, could be interpreted as a warning about earnings. Stock prices may respond before the official earnings announcement. Because forecasts are not always revised after these pre-announcements, the negative surprises constructed from the media forecast may overestimate the 'true' surprise to investors. This hypothesis can explain a lower short-term reaction of stock returns to negative surprises. However, it does not explain the attenuated short-term reaction for positive surprises. If anything, it predicts a stronger short-term response to positive announcements. This interpretation is also unable to explain differential drift. Further, we can directly test whether investors perceive more negative news before Friday announcements, conditional on the quantile of the surprise. Announcement Delay. Stock prices decline before an earnings announcement if the announcement is delayed (Begley and Fischer, 1998; Bagnoli, Kross, and Watts, 2002) . It is possible that Friday announcements are more likely to be late. Hence, part of the stock price reaction may occur before the earnings announcement. However, Bagnoli et al. (2002) also find that the response to earnings information is similar for on-time and late announcements. Late announcements, therefore, do not explain the flatter short-term response to Friday earnings announcements. In addition, delaying an announcement is essentially a pre-announcement warning. As we discussed above, there is no evidence of lower pre-announcement returns for negative earnings surprises announced on Friday (relative to other weekdays), after controlling for the earnings surprise quantiles (Figure 1d ).
Firm heterogeneity. The attenuated immediate response on Friday could be due to unobserved heterogeneity. For example, the news about future profitability embedded in earnings announcements may be more transitory for firms making Friday announcements, or may reflect more divergence in opinions. Some of these explanations are not consistent with other findings. For example, if the Friday news were more temporary, we would expect less drift; if they reflected a higher divergence in opinions, we would expect a higher initial abnormal volume. While it is impossible to fully control for all forms of heterogeneity, we show that the results remain qualitatively unchanged after the introduction of time, company, and market capitalization controls.
Task overload. An attention-related interpretation is that investors on Monday are overburdened by the information that has accumulated on their desks during the weekend and they find less time to react to Friday earnings announcements. However, aggregate volume is 10 percent lower on Monday, contrary to the hypothesis that traders are overburdened by information on Monday.
Conclusion
We have compared the reaction to earnings announcements on Friday to the reaction on other weekdays. Friday announcements are characterized by a lower immediate, and a higher delayed, response. The delayed response as a percentage of the total response is 60 percent on Friday and 40 percent on other weekdays. A portfolio that invests in the differential Friday drift earns substantial returns. We observe analogous results for volume.
The evidence supports the inattention hypothesis. On Friday, investors are distracted from work-related activities. Given limited attention, distractions cause underreaction to the earnings information. Eventually, investors realize the mispricing and incorporate the information. The evidence that a distracting event increases the delayed reaction supports the theory that underreaction to new information is an important source of the post-earnings drift.
A Appendix
Equilibrium. In equilibrium, total demand must equal total supply for the risky asset or R 1 0 λ i t di = 1. After substituting for λ i t in this expression, we solve for P t :
Recursively solving forward expression and also imposing the relevant transversality condition
T +2 = 0 yields
Since the information available at time t is uninformative regarding D t+s+1 , ∀ s > 0, we know that
Since future signals about dividends are unforecastable, the strategic release of future signals is unforecastable as well. As long as perceived variances are time-invariant (verified below),
. . E t+s [a t+s ] =ā and the formula for the equilibrium price follows.
Time-invariant perceived variances. We show that σ 2 μ,t,P +D and σ 2 1−μ,t,P +D do not depend on t. First, we solve for σ 2 μ,t,P +D :
If the strategic behavior of managers is timeinvariant (proposition 2), neither perceived variance expression depends on t.
Comparative statics for a t and b t .
We substitute the expressions for σ 2 μ,P +D , σ 2 1−μ,P +D , and k into the definition of a t and rearrange to obtain.
Since k > 0, it follows that a h > a l . Using a similar procedure,
which implies that b h > b l and b t (μ t = 0) = 0.
Proof of Proposition 1. For part (i) we start with the definition of IR t ,
The remainder of the proof follows from b h > b l and b t (μ t = 0) = 0. For part (ii) we start with the definition of E t [Z t+1 ].
This implies
The remainder of the proof follows from b h > b l and b t (μ t = 0) = 0. For part (iii) we rewrite that Z t+1,t−1 as Z t+1 +(1+R)Z t . We substitute this expression for Z t+1,t−1 into the expression for E t [LR t+1 ] (in the text) to obtain
The remainder of the proof follows from this expression for E t [LR t+1 ] and parts (i) and (ii).
Proof of Corollary 1. Part (i) follows from the expressions for E t [DR t ] and E t [LR t+1
] in the proof of proposition 1. Part (ii) follows from b h > b l and b t (μ t = 0) = 0. Part (iii) follows from R > 0 and the definition of b t because σ 2 1−μ,t,P +D is necessarily smaller than σ 2 μ,t,P +D . Proof of Proposition 2. Parts (i) and (iii) are discussed in the body of the paper. We prove part (ii). The problem of the short-term manager is equivalent to solving max μ t ∈{μ h ,μ l } −a t − b t s t . Substituting in the values of a t and b t , we obtain max
where k = (1 + R) −2 σ 2 bs−a + σ 2 ε > 0. Announcing on a high-distraction day is optimal if and only if
Multiplying the terms together and simplifying leads to μ h s t − γσ 2 s μ l ≤ μ l s t − γσ 2 s μ h , and finally to s t ≤ −σ 2 s γ, the desired condition. Given this threshold rule, E [s t |μ t = μ h ] < 0 and 
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Figures 1a-1b. Stocks in CRSP are matched to quarterly earnings announcements in I/B/E/S from January 1995 until June 2004. In event time, day 0 is the day of the announcement. The cumulative abnormal return for each stock is the raw buy-and-hold return adjusted using the estimated beta from market model. The earnings surprise for an announcement is the difference between actual earnings for the quarter recorded by I/B/E/S and the median analyst forecast included in the I/B/E/S detail file during the 30 days before the quarterly earnings announcement scaled by the stock price 5 trading days before the announcement. Quantiles 1 through 5 contain earnings announcements for five quintiles of negative earnings surprises and quantiles 7 through 11 contain earnings surprises for five quintiles of positive earnings surprises. Quantile number 6 contains all announcements with an earnings surprise equal to zero. Since the number of negative earnings surprises, the number of surprises equal to zero, and the number of positive earnings surprises are not equal, the number of observations in each quantile differ. The breakpoints for the quantiles are determined separately for each year and announcements made on Saturday or Sunday are excluded from the sample. 
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Figures 1c-1d. Stocks in CRSP are matched to quarterly earnings announcements in I/B/E/S from January 1995 until June 2004. In event time, day 0 is the day of the announcement. The cumulative abnormal return for each stock is the raw buy-and-hold return adjusted using the estimated beta from market model. The earnings surprise for an announcement is the difference between actual earnings for the quarter recorded by I/B/E/S and the median analyst forecast included in the I/B/E/S detail file during the 30 days before the quarterly earnings announcement scaled by the stock price 5 trading days before the announcement. Quantiles 1 through 5 contain earnings announcements for five quintiles of negative earnings surprises and quantiles 7 through 11 contain earnings surprises for five quintiles of positive earnings surprises. Quantile number 6 contains all announcements with an earnings surprise equal to zero. Since the number of negative earnings surprises, the number of surprises equal to zero, and the number of positive earnings surprises are not equal, the number of observations in each quantile differ. The breakpoints for the quantiles are determined separately for each year and announcements made on Saturday or Sunday are excluded from the sample. In event time, day 0 is the day of the announcement. The cumulative abnormal return (CAR) for each stock is the raw buy-and-hold return adjusted using the estimated beta from market model. The earnings surprise for an announcement is the difference between actual earnings for the quarter recorded by I/B/E/S and the median analyst forecast included in the I/B/E/S detail file during the 30 days before the quarterly earnings announcement scaled by the stock price 5 trading days before the announcement. Quantiles 1 through 5 contain earnings announcements for five quintiles of negative earnings surprises and quantiles 7 through 11 contain earnings surprises for five quintiles of positive earnings surprises. Quantile number 6 contains all announcements with an earnings surprise equal to zero. Since the number of negative earnings surprises, the number of surprises equal to zero, and the number of positive earnings surprises are not equal, the number of observations in each quantile differ. The breakpoints for the quantiles are determined separately for each year and announcements made on Saturday or Sunday are excluded from the sample. The Homogeneous Sample refers to announcements by companies that announced earnings both on Friday and other weekdays at least ten percent of the time. The set of controls for the delayed response ratio calculation includes indicators for the year of announcement, the month of announcement, and the decile of a firm's market capitalization. Each control is also interacted with the indicator variable for the top quantile (or top two quantiles). The Delayed Response Ratio for each sample is computed as (Average (2, Quantile number 6 contains all announcements with an earnings surprise equal to zero. Since the number of negative earnings surprises, the number of surprises equal to zero, and the number of positive earnings surprises are not equal, the number of observations in each quantile differ. Announcements made on Saturday or Sunday are excluded from the sample. The sorting mechanism uses the breakpoints for the quantiles determined by non-Friday announcements during the previous calendar year. At the end of calendar month t-1 the zero-investment drift portfolio for month t using Friday announcements (other weekdays) is created as follows. The strategy purchases stocks with earnings surprise announcements in the highest quantile and sells stocks with earnings surprises in the lowest quantile in month t-1. For a stock to be included in the one-month holding period strategy for calendar month t, the second trading day after the announcement must be in month t-1. If there are no stocks in a constituent portfolio, then that month is excluded from the analysis. Returns are equally-weighted within the constituent portfolios. * significant at 10%; ** significant at 5%; *** significant at 1% Response ratio for Friday announcements Response ratio for announcements on other days Difference between the response ratio for Friday and other days Stocks in CRSP are matched to quarterly earnings announcements in I/B/E/S from January 1995 until June 2004. In event time, day 0 is the day of the announcement. The cumulative abnormal return for each stock is the raw buy-and-hold return adjusted using the estimated beta from market model. The earnings surprise for an announcement is the difference between actual earnings for the quarter recorded by I/B/E/S and the median analyst forecast included in the I/B/E/S detail file during the 30 days before the quarterly earnings announcement scaled by the stock price 5 trading days before the announcement. Quantiles 1 through 5 contain earnings announcements for five quintiles of negative earnings surprises and quantiles 7 through 11 contain earnings surprises for five quintiles of positive earnings surprises. Quantile number 6 contains all announcements with an earnings surprise equal to zero. Since the number of negative earnings surprises, the number of surprises equal to zero, and the number of positive earnings surprises are not equal, the number of observations in each quantile differ. The breakpoints for the quantiles are determined separately for each year. The coefficients in the Table are evaluated at the average value of the controls. Columns 1, 2, 3, and 4 only include observations from the top quantile (11) and the bottom quantile (1). Columns 5 and 6 only include observations from the top two quantiles (10 and 11) or the bottom two quantiles (1 and 2) . The Response Ratios in Panel D are computed as the ratio of the Top-to-Bottom Return (2 to 75) from Table 2B and the Top-to-Bottom Return (0 to 75) from Table 2C . The standard set of controls includes indicators for the year of announcement, the month of announcement, and the decile of a firm's market capitalization. The additional earnings surprise volatility controls in Columns 3 and 6 are indicators for the decile of the company's earnings surprise standard deviation during the previous 4 years (requiring at least 4 observations). Whenever a group of controls is included in these regressions, each control is also interacted with the indicator variable for the top quantile (or top two quantiles). Stocks in CRSP are matched to quarterly earnings announcements in I/B/E/S from January 1995 until June 2004. In event time, day 0 is the day of the announcement. The cumulative abnormal return for each stock is the raw buy-and-hold return adjusted using the estimated beta from market model. The earnings surprise for an announcement is the difference between actual earnings for the quarter recorded by I/B/E/S and the median analyst forecast included in the I/B/E/S detail file during the 30 days before the quarterly earnings announcement scaled by the stock price 5 trading days before the announcement. Quantiles 1 through 5 contain earnings announcements for five quintiles of negative earnings surprises and quantiles 7 through 11 contain earnings surprises for five quintiles of positive earnings surprises. Quantile number 6 contains all announcements with an earnings surprise equal to zero. Since the number of negative earnings surprises, the number of surprises equal to zero, and the number of positive earnings surprises are not equal, the number of observations in each quantile differ. The breakpoints for the quantiles are determined separately for each year. * significant at 10%; ** significant at 5%; *** significant at 1% Columns 1 through 6 report the coefficients of OLS regressions of the differential drift portfolio monthly returns from January 1995 to June 2004 on monthly factors. VWRF is the return on the CRSP valueweighted stock index minus the 1-month treasury rate. SMB, HML, and UMD are the returns on the factor-mimicking portfolios for size, book-to-market and momentum, respectively. The constant is the average monthly risk-adjusted return. Heteroskedasticity and autocorrelation consistent standard errors are calculated using the Newey-West estimator with 6 lags (in parentheses). Columns 1 and 2 report results for the baseline specification. Column 3 reports results where the non-Friday drift portfolio only uses the non-Friday announcements that match the earnings surprises in the Friday drift portfolio (see details below). Column 4 reports results using the top two and bottom two quantiles. Column 5 reports results using a two month holding period. Column 6 reports results for a decile sorting procedure that is analogous to the baseline methodology where the breakpoints for the top and bottom groups are determined by sorting earnings surprises into deciles during the previous calendar year.
Table IV
Dependent Variable: Monthly Return on the Zero-Investment Portfolio Stocks in CRSP are matched to quarterly earnings announcements in I/B/E/S from January 1995 until June 2004. The earnings surprise for an announcement is the difference between actual earnings for the quarter recorded by I/B/E/S and the median analyst forecast included in the I/B/E/S detail file during the 30 days before the quarterly earnings announcement scaled by the stock price 5 trading days before the announcement. Quantiles 1 through 5 contain earnings announcements for five quintiles of negative earnings surprises and quantiles 7 through 11 contain earnings surprises for five quintiles of positive earnings surprises. Quantile number 6 contains all announcements with an earnings surprise equal to zero. Announcements made on Saturday or Sunday are excluded from the sample. The sorting mechanism in the portfolio strategies analyzed below uses the breakpoints for the quantiles determined by non-Friday announcements during the previous calendar year.
Performance of Post-Earnings Announcement Drift Portfolios
At the end of calendar month t-1 the zero-investment drift portfolio for month t using Friday announcements (other weekdays) is created as follows. The strategy purchases stocks with earnings surprise announcements in the highest (or highest two) quantile(s) and sells stocks with earnings surprises in the lowest (or lowest two) quantile(s) in month t-1. The return for the differential drift portfolio is the difference between the return of the drift portfolio for Friday announcements and the return of the drift portfolio for non-Friday announcements. For a stock to be included in the one-month holding period strategy for month t, the second trading day after the announcement must be in month t-1. For a stock to be included in the two-month holding period drift strategy for month t, the second trading day after the announcement must be in month t-1 or in month t-2. If there are no stocks in a constituent portfolio, then that month is excluded from the analysis. Returns are equally-weighted within the constituent portfolios.
The portfolio strategy in column 3 (matched sample) is designed to address the concern that the stocks in the constituent Friday portfolios have more extreme earnings surprises than the stocks in the constituent non-Friday portfolios. For every stock with a Friday earnings announcement in the bottom (top) quantile for month t-1 we find the five non-Friday announcements in the same quantile and month with the closest earnings surprise to the Friday announcement subject to the constraint that non-Friday surprises must be larger in absolute value (more extreme). If there are fewer than five non-Friday announcements with more extreme earnings surprises than a specific Friday announcement, the returns of the stocks with these non-Friday announcements are overweighted appropriately. Friday announcements that can not be matched to at least one non-Friday announcement with a more extreme earnings surprise are excluded from the analysis. Only announcements in this matched sample are used for the analysis in column 3. * significant at 10%; ** significant at 5%; *** significant at 1%
